ME DAILY (Feb. 14, 2011, 5:36 PM) , http://www.showmedaily.org/2011/02/ missouri-spends-billions.html; Kent Hoover, States Spend Big in Feverish Biotech Pursuit, MSNBC.COM (Oct. 3, 2005, 4:37 PM) , http://www.msnbc.msn.com/id/ 9580014/ns/business-local business (noting how Florida put together a $500 million package to get the Scripps Institute to start up a branch in the state, as well as similar efforts in Arizona, North Carolina and Alabama). 
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A serious question is whether the state and local subsidies do benefit local economies. Are the subsidies a waste of taxpayer dollars?
As with most politically tinged questions the answer depends on whom you ask. If you ask members of the business community, even those who claim to be rugged capitalists, they will sing the praises of such subsidies and grants. "We could not start up these valuable and special businesses without such help... ." An example is the aforementioned company, Coda: its former CEO-an entrepreneur who worked for Goldman Sachs before heading up Coda' 3 --sought loans from the federal government to start up a plant in Ohio. 14 This is true of established businesses as well: Panasonic executives recently noted they would not have been able to remain in New Jersey without a huge tax break from the state. 5 If you ask the politicians who make the decisions to subsidize, even those who are libertarian free traders, they will defend the decisions as selfobvious. "We are creating new jobs, directly and indirectly, and the taxes on those new jobs will more than repay any subsidies or grants .... ." An example of this is Ohio governor John Kasich, a conservative Republican who criticized these kinds of subsidies as a member of the U.S. House of Representatives. Upon becoming Ohio governor in 2011, he offered $93.5 million in credits and grants to keep the American Greetings Company in Ohio and $20.9 million to keep Bob Evans in the state. 16 Another example in Ohio was a proposal by then-State Senator Jon Husted, another conservative Republican-who is now Ohio's Secretary of State-to use $31 million in tax credits to attract new business to Dayton, Ohio, following the departure of NCR's corporate headquarters from the city.' 7 The behavior is typical among Democrats as well, of course, even those who are decidedly anti-big business. For example, late in 2010, the Democratic U.S. Senator from Ohio, Sherrod Brown, and then-governor Ted Strickland, also The claim of politicians is familiar and often repeated: the subsidies are creating jobs, improving the state economy and will be repaid in higher tax revenues from the new jobs and businesses. A more skeptical view would emphasize that politicians are acting on short-term incentives to reward local constituents or to attract votes. 2° Skeptics also note that the state subsidy bandwagon supports its own merry-go round industry of lobbyists, out of office politicians, and their staffs. Ohio once again provides a perfect example. Ohio enacted the Third Frontier program, which through the beginning of 2010 had pumped $500 million into Ohio businesses. 2 ' On May 4, 2010, voters were asked whether or not to put $700 million more into the program. 22 Lining up behind the proposal was "[a] legion of elected leaders, development pros and businesspeople.
23 Lobbying for the proposal were "[e]very major chamber of commerce in Ohio ... as [well as] the Ohio Farm Bureau, the voice of Ohio's powerful agriculture industry., 24 Ohio universities, including Case Western Reserve University and Cleveland State University, had received funds either themselves or through related entities. 25 Thus, a major lobbying effort was underway to keep the money flowing by business leaders, lobbying groups-like the chambers of commerce-and universities, eager to keep riding the gravy train.
Voters overwhelmingly approved the additional $700 million, with 62% voting in favor of the proposal. 26 The lobbying effort was not merely a one-off tied to that specific vote, however. After all, those funds have to go somewhere, and thus, the scene of the lobbying effort moved to the Ohio Third Frontier is not only subsidizing business and university programs, but it is helping subsidize the individuals and groups who lobby as to where the funds will be allocated as well.
Historically, a small but vocal community of skeptics (labeled "spoilsports" and political "losers") has made a parade of now familiar arguments against the government subsidies. The companies, they argue, do not need the subsidies to prosper, play off states and locales against each other, do not create the promised jobs or that the jobs created are of poor quality, are granted an unfair advantage over existing companies that do not get subsidies (unless they threaten to move), and are draining governments of revenues that force cutbacks in vital public services. 2 9 But again, historically these arguments have not deterred our headlong rush to invest government money in local businesses.
Economists, however, are the new class of doubters. 30 Most sensible economists note that the answer depends on the elusive quest for a substantially positive "Keynesian Multiplier" 3 1 from each government dollar invested. The theoretical economists group into a long-running, traditional divide between the Keynesians, who support the subsidies, and the Monetarists, led by Milton Friedman, 32 the Neo-classicists, 33 35 The Neoclassicists focus on the importance of individual economic decisions; 36 the Austrians focus on free markets, markets for goods and services not dominated by government direction and control. 37 In each of the anti-Keynesian theories government efforts to stimulate markets do more to distort the economy than to improve it.
But it is the modem empirical economists who are the real wet blankets. The best recent studies, particularly those of Professor Robert J. Barro of Harvard, have found that the vast majority of government subsidies and grants do not, in fact, provide a Keynesian multiplier of 1.0 or more-a necessary justification for even the most ardent Keynesian advocates. 38 The result of failure is heavy: government subsidies and grants that do not result in a sufficiently high multiplier are economically injurious to the state or local government that has granted them. The subsidies and grants are, in short, a local economic disaster.
The evidence discovered by Professor Barro is new and deserves a broad distribution and careful evaluation. If the conclusions of his study hold up, there should be a very heavy-almost conclusive-presumption against state and local government subsidies for businesses, large and small. 39 The idea is particularly appealing during economic recessions: increase government spending, even if the government has to borrow the money, to increase economic activity and jobs. n° In theory, Keynesians argue that as the government injects money into the economy, private entities and individuals have more money to spend, aggregate demand increases and the higher aggregate demand incentivizes private entities to produce more and hire more to increase production. Government spending creates a cascade effect, a multiplier, as the immediate boost to employment and output itself produces a second, third, fourth and beyond level ripple effect on employment and output. The total impact of any government expenditure stimulus is the sum of all these separate output ripples. The ratio of the initial government expenditure to the total impact, the sum of the ripples, is called the "Keynesian Multiplier" or the "Spending Multiplier.", 4 '
Traditional theory holds that government spending is a success if the Keynesian Multiplier is over 1.0. A government should spend a dollar only if it can expect to increase gross domestic product (GDP), or some other index of national production, by more than one dollar. 42 A failure under traditional theory is any government expenditure in which the multiplier is under 1.0, the GDP increases by less than a dollar for every dollar spent by the government.
The traditional view of a successful multiplier seems to set an unacceptably low bar. Ask a simple question: Why does a multiplier of 1.0 work when new taxes cannot repay the new government debt? An increase of GDP of one dollar produces around twenty-five cents in increased federal tax revenue. 4 3 Moreover, government is spending now and receiving taxes from increased GDP in the future; the government must borrow money and pay interest. Using tax-based calculations, governments need a spending multiplier of well over 4.0 to stay solvent; spend one borrowed dollar now and reap one tax dollar plus some to cover the interest in exchange. 44 In real dollars one should demand a multiplier that is higher than 4.0 to repay the debt and its interest. Again, why should we ask politicians to spend whenever they can predict a multiplier in excess of only 1.0?
The tax revenue situation is even stickier for state and local governments. An increase in state GDP will return less than ten percent in state and local tax revenue. 45 State and local governments then, in theory, would need a huge multiplier of 10.0, or perhaps much higher, on government stimulus expenditures to return enough tax dollars to pay for the stimulus payment. This, of course, is next to impossible.
When I ask macro-economists about the tax revenue conundrum, many are baffled. Most say the economy will continue to grow and produce the necessary tax revenue. This presents a definitional problem: either the multiplier includes all the GDP "ripples" or it does not. If the multiplier does include all economic ripples to aggregate demand, the core definition used in Keynesian theory, then the argument is a non sequitur. I have yet to find a satisfactory answer.
Some macro-economists' answer is, as I understand it, that when the economy grows in the long run, inflation (because the economy is later in the "business cycle") will cause the government to collect inflated tax revenues that it can use to pay pre-inflation debt. The answer depends on a hidden higher future tax on taxpayers, due to inflation. It is hard to imagine and expect the magnitude of inflation necessary to rebalance the budget (300%), so again I am perplexed. Moreover, the economists cannot predict with any level of certainty future inflation, which means they cannot predict whether a multiplier for federal spending of 1.0 or 2.0 or even 3.0 is necessary given the anticipated inflation. The inflation depends, among other things, on the percentage of foreign to domestic borrowing on the new 46 The answer is not very satisfactory and one wonders what a true multiplier goal for federal stimulus grants should be-less than 4.0 perhaps but surely much higher than 1.0. I would submit that absent other evidence we ask our politicians to predict a multiplier of over 3.0 before they make a stimulus-justified expenditure.
Recently, both President Bush and President Obama acted on the Keynesian theory, encouraging Congress to pass and then sign large stimulus bills. Bush injected $152 billion into the economy and Obama injected $787 billion. 47 Nearly every government in Europe and Asia and other governments in North America have followed, also passing large government stimulus packages in the recent past. 48 State and local government subsidies, which have a long and less episodic pedigree, are but another example of government officials believing in the Keynesian multiplier.
Even though the theory of Keynes dates back to the Great Depression, scholars have only recently produced studies that credibly estimate spending multipliers from government spending. Many other economic variables change whenever government-spending levels change. Empirical economists have found it very difficult to isolate the pure effects of government spending given the noise in the data caused by other economic changes. 49 Some of the other economic variables include changing prices, wages, interest rates, consumption levels, and private investment amounts. 5°T heorists therefore have been left to the field of debate and debate they do, claiming to rank multipliers on improvements to infrastructure, education, health and technology over raw business subsidies. 5 As mentioned, Professor Barro has materially advanced our meager resources of empirical data and has taken, for a moment, the field from the theorists. Professor Barro has been crunching numbers to estimate both spending and tax multipliers from past recessions and found a method of isolating the spending results for a specific category of expenditures. The Professor has found that he can isolate the effects of spending multipliers for defense spending before, during and after wars, such as World War II and the Korean War.
6 ' He has published his results in a series of editorials in the Wall Street Journal and other papers. His results so far are sobering.
Multipliers from defense spending, long thought to be one of the most effective, high-spending multiplier forms of government spending, are a meager 0.4 to 0.6.62 The multiplier is well below 1.0 and the total effect on GDP is effectively negative. 6 ' Not only is the government not receiving a dollar in tax revenue for a dollar of defense spending, but the government is not growing the economy by a dollar for a dollar of spending. This is stunning data. He also notes that the spending multiplier for tax increases is negative.
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Professor Barro thus argues that we should be very wary of Keynesian multiplier-based arguments for government spending. He projects that based on his study, President Obama's stimulus program will have a small, 60 See George Melloan, Wfhy 'Stimulus' Will Mean Inflation, THE WALL ST. J., Feb. 6, 2009, at A13. 61 See, e.g., Friendman & Schwartz, supra note 32. Budgets have to be balanced eventually and tax revenue decreases from tax rate decreases can force more borrowing, which crowds out private investment, and forces eventual tax rate increases. There is no silver bullet in tax revenue decreases without spending decreases. For those who admire the tax break portion of Obama's stimulus bill there is better news when one looks at the effect of tax increases: in Barro's calculations of tax multipliers the ratio of increase in national GDP to tax increases (including inflation) is -1.1. Id. Increases in marginal tax rates that raise tax revenue by $300 billion, for example, will lower GDP by over $300 billion in the following year. 65 To put his results in layman's terms, there should be a very heavy-almost conclusivepresumption that government spending, designed to stimulate the economy and nothing more (excluding expenditures for national defense, humanitarian goals or public infrastructure), 66 is not only a waste of taxpayer money, but is also harmful to our economic health. This suggests that any government, federal, state, or local, that is attempting to spend money to stimulate the economy should be put to a very heavy burden of justification. The public should not tolerate any stimulus expenditure without with a credible public presentation by sponsoring politicians of a calculation of an expected multiplier of 4.0 or more. This, of course, would be a radical change in direction for governments at every level in the United States.
My conclusion from all of this is that politicians and business leaders are pulling a "fast one" on the rest of us with their heavy public lobbying for government expenditures to "create jobs." And the politicians and the business leaders are in cahoots; politicians want to spend government money to cement voter and funding allegiances, while business people want to receive the government largess to enjoy free investment funds. The alliance of public and private actors fundamentally injuring state and local economies when it is successful in hoodwinking the pubic into going along-usually with false promises of new local jobs (and occasionally lower personal tax rates). This is a slimy business. We should put a heavy burden of proof on concrete multiplier effects for each and every government business subsidy and hold politicians accountable when subsidies fail.
67 I would love to claw back some of their public salary if subsidies fail. 68 REv. 377, 405-18 (1996) (noting that businesses have standing but rarely sue and that citizens may lack standing, particularly in federal court, although some states have found that taxpayers have standing).
68 Private business leaders are subject to clawbacks under Sarbanes-Oxley legislation if they were in office during a period of time when the company had to restate its accounting records. "If an issuer is required to prepare an accounting restatement... the chief executive officer and chief financial officer shall reimburse the [company] for" any bonuses in the year before an SEC filing REv. 523, 537 (2005) . This has the perverse effect of rendering attempts to make businesses who accept incentives more accountable to the taxpayers unconstitutional based on the Commerce Clause, while allowing incentives that provide no accountability. Therefore, we as citizens will only be able to hold politicians and businesses accountable through the political process.
